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Abstract 
In recent years, the impressive growth of Islamic funds provides an avenue for researcher to study 
institutional investment decision from the Islamic perspective. The purpose of this study is to 
examine the relationship between corporate social performance (CSP) and Islamic unit trust 
shareholdings in Shari7ah based companies in Malaysia. We measure CSP using the corporate 
social disclosure levels that are constructed based on three attributes of corporate social activities, 
namely social commitment, employee welfare, and environmental concern. The sample 
comprises of 194 companies listed on the main board of the Kuala Lumpur Stock Exchange 
Islamic Index. In this study we hypothesize that Islamic unit trusts invest heavily in companies 
with high levels of corporate social disclosure. Descriptive analysis shows that only 102 
companies disclose their social activities in which 68 companies disclose only one attribute, 12 
companies disclose two attributes, and 22 companies disclose all attributes of corporate social 
disclosure. The t-test shows that there is a significant difference in corporate social disclosure 
between companies invested and those that are not invested by Islamic unit trusts. The result of 
the regression analysis indicates that there is a significant, positive relationship between the levels 
of corporate social disclosure and the number of Islamic unit trusts holding the share of a 
company, thus supporting our hypothesis. In addition, it also indicates that Islamic unit trusts try 
to avoid from investing in risky companies. The result shows that there is a negative relationship 
between leverage but a significant, positive relationship between size and the number of Islamic 
unit trusts holding the share of a company. This implies that as religious based investment 
institutions, Islamic unit trusts attempt to fulfill its investment objectives not only to gain 
financial benefits but also to achieve 'falah7(success) according to Islamic investment objectives 
which emphasize on social well being and risk avoidance. The implication of this research is 
twofold. Firstly, it may provide an empirical justification to the Islamic economic theory 
arguments that 'Islamic economic man' is different from the conventional 'economic man7 in the 
context of investment decision. Secondly, it also provides a signal to managers of companies to 
give serious consideration in inculcating and enhancing their social commitment if they want 
their companies to be attractive to Islamic unit trust. 
Introduction 
In recent years, the impressive growth in the establishment of Islamic equity h d ,  which 
is so-called Islamic unit trusts (IUTs) in Malaysia, has been substantial. For example, 
prior to year 2000, there were only thirteen Islamic unit trusts being launched. However, 
for the last four years, the numbers have increased almost triple. At present, there are 48 
Islamic unit trusts with a capital size of more than RM 9 billion (FMUTM 2003). This 
phenomenon provides an avenue for researchers to study institutional investment decision 
fiom the Islamic perspective. 
The premise of our paper is that the IUTs, as a religious-based investment vehicle, will 
place a great emphasis on the Islamic values of company in making investment decision. 
Social well-beings remain the focal point in the Islamic economic fiamework. Thus 
corporate social responsibility is seen as the most value-added attribute of a company 
from the Islamic perspective. We expect that the IUTs will seriously consider corporate 
social responsibility as the main factor in determining the suitable companies for their 
investment portfolio. 
Pervious studies on corporate social disclosure (CSD) in Malaysia have largely focused 
on the level and type of disclosure based on the perception of the managers. For example, 
the studies conducted by Abdul Rashid and Abdullah (1991) and Zabid and Saadiatul 
(2002) showed a relatively consistent findings of the company managers' and executives' 
perception on the status of CSD in Malaysia. They found that the company managers and 
executives perceived that only half of the companies that engaged in corporate social 
activities disclosed such activities in their annual reports. The findings revealed a huge 
gap between the companies' actual practice and the companies' disclosure of such social 
activities via the annual reports. Furthermore, as far as we are concern, no prior research 
has been conducted to link the usefulness of the corporate social disclosure to the IUTs, 
which is considered as one of the most growing capital market investors. This 
phenomenon motivates us to carry out this study in identifying the actual practice of CSD 
among Malaysian companies. 
This study has two main objectives. First, this study seeks to explain and justify the 
differences between the perception of CSD and the actual practice of CSD by Malaysian 
companies as discovered by Abdul Rashid and Abdullah (1991) and Zabid and Saadiatul 
(2002). To achieve this objective, we examine the actual practice (the levels and type of 
social activities) of CSD as disclosed by the Shariah approved companies in Malaysia. 
Secondly, this study tries to predict and explain the relationship between the level of 
corporate social disclosures and the number of IUTs' shareholdings in a company. 
The implication of this study is twofold. Firstly, this study contributes to the body of 
knowledge by filling the gaps in the literature between the perceived CSD reporting 
behaviour and the actual practice of CSD by companies, and by doing so, it will enrich 
the literature on the usefulness of CSD disclosure to investors. Furthermore, since this 
study employs the Islamic Economic Theory in examining at such relationship, it also 
provides an alternative theoretical framework to enthusiastic researchers in conducting 
research within the Islamic framework. Secondly, from the practical perspective, the 
study provides the impetus in promoting the implementation of corporate social activities 
among Malaysian firms, at least, by encouraging them to prepare a special section in their 
annual reports that deals with such activities. 
This paper is organized as follows. The following section provides the review of 
literature on the development of the Islamic unit trusts and corporate social disclosure in 
Malaysia, and the usefulness of corporate social disclosure to investors. Section three 
provides a discussion on the theoretical framework and hypothesis development. This is 
followed by a discussion on the methodology. The fifth section provides a discussion on 
the results and their interpretation. Finally, the last section provides concluding remarks 
and suggests possible areas for further research. 
Development of Islamic Unit Trust in Malaysia 
Malaysia is the leading country in promoting the establishment of Islamic unit trusts. 
Presently, Malaysia contributes more than 20 percent of the total number of Islamic 
equity h d s  available in the global market. The first Islamic unit trust launched was 
known as Bakti Trust Fund in 1971. During the inception period of the establishment of 
the aforementioned h d ,  the acceptance of Muslims was not encouraging. After twenty- 
four years in operation, there were only six Islamic unit trusts available in the Malaysian 
market. The lukewarm support might be due to the lack of knowledge among Malaysian 
Muslims regarding the nature of operation in the capital market industry and also their 
perception that investing in equity market is against the Shari'ah principles. 
The years of 1 9 9 0 ~  were considered as a new era for the unit trust industry. The 
introduction of the Islamic capital market and the aggressive role in establishing such 
h d s  by the government was seen as the turning point in the industry. For example, in 
1994 the state government of Kedah had launched an Islamic h d  known as Kedah Unit 
Trust. This courageous act was then followed by several other states in the country. In 
1996, the government established the Kuala Lumpur Stock Exchange Islamic Index in 
order to facilitate these h d s  and other Muslim investors to involve in equity investment 
that is in accordance with Shari'ah principles. As a result, at the end of the decade, 15 
Islamic unit trusts were set up with a capital size of more than RM4 billion in the market. 
The last three years witnessed the amazing growth of the unit trust industry in Malaysia, 
particularly for the Islamic unit trusts (refer Table 1). The private sector, particularly 
commercial banks and financial institutions diversified their activities by giving a great 
attention to the unit trust industry. For the year ended 2003, the commercial banks and 
financial institutions managed more than half of the 48 Islamic unit trusts available in the 
market. This growth is parallel to the growth of the Islamic h d s  at the international 
level. 
Tablel. The Development of Islamic Unit Trusts from 1995 to 2003 
The main activity of the Islamic unit trusts is similar to those of the ethical h d s  and 
other similar h d s  in the West. They participate actively in equity market investment by 
investing in companies that fulfill their religious belief. Whilst the ethical h d s  focus on 
ethical factors, the IUTs place a great attention to the Shariah's rule. The majority of the 
Fundlyear 
Number of h d s  
Size of h d s  
(RM millions) 
Islamic unit trusts' assets were allocated in the equity market, for example, in the year 
2001, Kedah Unit Trust placed 80.3 percent of its total assets in the equity market 
(Arnanah Saham Kedah, 200 1). 
Corporate Social Disclosures in Malaysia 





In Malaysia, a number of studies have been conducted on corporate social disclosures. 
However, all the studies were based on the perception of managers or executives of 
companies. Abdul Rashid and Abdullah (1991) examined the status of CSD in Malaysia 
by examining the attitudes of the managers in Malaysian companies. In terms of CSD, 
they discovered that 95.5 percent of the managers agreed that their company was 
involved in CSD activities but only 62 percent of them believed that their company 
reported such activities in the media or annual reports. Overall, about 48.2 percent of the 


























product or services to customer, 41.8 percent on community involvement, and 20.9 
percent on physical environment. 
After a decade, Zabid and Saadiatul (2002) reviewed the status of CSD in Malaysia. 
Their respondents were 198 company managers and executives from the banking sector, 
telecommunication industry, manufacturing sector, and construction sector. In terms of 
the perception of involvement on CSD, they found similar results with Abdul Rashid and 
Abdullah (1991). They discovered that 97.5 percent of the respondents agreed that their 
company was involved in the social activities. However, in terms of the social activities 
disclosure, their findings showed that there was only a slight increase in the level of 
disclosure of such activities to the public. The findings showed that 54.5 percent of the 
' respondents perceived their company disclosed at least one particular aspect of social 
activities. However, only 50.0 percent of them felt that their company disclosed on 
employee welfare, 55.0 percent on product or services to customers, 39.2 percent on 
community involvement, and 23.3 percent on physical environment. 
Corporate Social Disclosures and Investment Decision 
A number of empirical studies have examined the usefblness of social information for 
investment decision by ethical funds and other similar funds. Rockness and Williams 
(1988) surveyed directors of six social responsibility mutual funds and found a strong 
demand for many types of social information in making investment decision. Harte et.al 
(1991) surveyed eleven f h d  managers of British ethical f h d s  or environmental funds 
and obtained results similar to those of Rockness and Williams. They also found that 
corporate annual report was an important source of social information. Epstein and 
Freedman (1994) found that a majority of the individual investors surveyed want the 
company to report on corporate ethics, employee relations and community involvement. 
All of the above studies were based on the perception of investors. On the other hand, 
Graves and Waddock (1994) examined the actual relationship between corporate social 
performance and institutional shareholdings. They found that there was a significant 
positive relationship between corporate social performance and the number of 
institutionals holding share in a particular company. 
Theoretical issues on Corporate Social Disclosure 
The issue of why companies choose to disclose corporate social activities still remains 
unresolved. Scholars have proposed several theories to explain and justify the issue. A 
group of scholars used the neo-classical perspective by asserting that the main function of 
the corporate management is to increase the shareholders' wealth. He argued that 
corporate expenditures on social causes are a violation of management's responsibility to 
shareholders in the sense that such expenditures do not lead to higher shareholders' 
wealth (Rice, 1999). 
In the context of CSD, Guthrie and Parker's (1990) arguments are quite similar with 
Friedman's argument. They used political economy approach to explain why companies 
disclose social information. Their argument is that the corporation use accounting reports 
to provide information that serves corporate political or ideological goals. Social 
disclosure, therefore, can been seen as M e r i n g  the self-interest of the corporation. 
However, the introduction of the stakeholder theory provides an opposing view on the 
CSD. Stakeholder theory places shareholder as one of the multiple stakeholder groups 
that managers must consider in their decision making process (Clarkson, 1995). These 
stakeholder groups include internal, external, and environmental constituents. This leads 
Gray et a1 (1 991) to look from accountability perspective to explain the disclosure issue. 
They argue that corporations are accountable to society at large for their actions. Thus it 
is an obligation of corporations to disclose their activities to the society. 
Another conflicting theory to the neo-classical and political economy theory on CSD is 
the legitimacy theory. According to this theory, corporation has a social contract with the 
society since it was established (Donaldson, 1982). The h c t i o n  of management is not 
only to serve shareholders but also to other stakeholders. Epstein and Freedman (1994) 
pointed out that social disclosure, in broad terms, consists of the corporation's 
relationship with its multiple stakeholders such as investors, creditors, employee, 
suppliers, customers, government, and the community. 
The above discussion reveals that none of the existing theories may explain and discuss 
the CSD issue as a whole. Each theory focuses on specific or limited area. Thus, this 
study will use the Islamic economic theory to discuss such issue. This theory seems to be 
a usehl alternative theory to discuss and explain such issue in the broader perspective 
particularly relating to Islamic investment. 
Corporate Social Responsibility from Islamic Perspective 
Conceptually, the Islamic economic theory shares similar view with the stakeholders' 
approach on corporate social responsibility. However, the theory discusses and covers the 
concept of corporate social responsibility in wider perspectives. In clarifying the 
importance of corporate social responsibility, Islamic teachings emphasize on the 
principle of ownership and the principle of social justice that serve as the cardinal 
principles that underlie the Islamic economic system ( Mannan, 1989 and Chowdhury, 
1999). 
The principle of ownership states that all the resources and wealth available on this earth 
belong absolutely to Allah. This is clearly stated in Al Quran through the verses of A1 
Baqarah (2:284) and A1 Imran (3:189). Human beings only act as the trustee of these 
resources and wealth and they must acquire and allocate such resources and wealth 
according to the Shariah's regulation (Kuran, 1997 and Chowdhury, 1999). However, this 
principle does not forbid Muslims from having the benefit of their efforts but part of their 
wealth has to be given to those who need it (Kuran, 1996). Thus Islam introduces the 
concept of zakah (obligatory payment) which is the second pillar in Islam. The purpose 
of zakah is to ensure that Muslims are responsible to each other. In other words, the rich 
has an obligatory duty to the poor. 
The principle of social justice is regarded as the utmost important principle in the Islamic 
economic system. It focuses on the concept of general mutual responsibility and the 
concept of social balance to uphold the social justice as required in Islam (Chowdhury, 
1999). The concept of mutual responsibility emphasizes that it is an obligation of each 
member to ensure harmonization and prosperity in all aspects of the society (Nik Hassan, 
2002). On the other hand, the concept of social balance emphasizes that there is no huge 
economic gap among members in the society (Chowdhury, 1999). Based on the both 
concepts, Islam teachings permit difference in wealth ownership within reasonable limit 
but do not tolerate a wide differences that some people spend their life in luxury and 
comfort, while the great majority of people are left to lead a life in misery and hunger 
(Sarker, 1 999). 
Based on the above arguments, it is obvious that corporate social responsibility serves as 
the central focus of the Islamic economic system. Thus the main function of the company 
from the Islamic perspective is to maximize social well being rather than maximizing 
profit as emphasized by the conventional economic system (Chowdhury, 1999). In Islam, 
all Muslims are brothers and they are taught to give priority to social well being in 
conducting their life. 
In the context of investment decision, Mannan (1989) points out that a significant 
difference between Islamic economic and conventional economic frameworks in solving 
economic problems lies in their approach to decision-making. In the Islamic economic 
system, decision-making is based on the Islamic values whereas in the conventional 
economic system, it is based solely on the capitalist socio-economic approach that 
emphasizes the pursuit of self-interest. Thus, Islam views that a socially responsible 
company is an entity that places great importance on the social well being of the society 
whether they are Muslims or non-Muslims and hence this type of company will be much 
more preferable by the Islamic unit trusts. 
From the above theoretical point of view, we hypothesize that; 
HI: There are significant differences on the level of social disclosures and the 
specific social report between companies invested and those that are not 
invested by the Islamic unit trust. 
H2: There is a positive relationship between a specific social report of the 
firms and the number of Islamic the unit trust shareholdings. 
H3: There is a positive relationship between the level of social disclosures of 
the firms and the number of Islamic unit trust shareholdings. 
Sample 
This study focuses only on the 364 companies listed on the main board of the Kuala 
Lumpur Stock Exchange Islamic Index as at October, 2002. The final sample consists of 
194 companies which are randomly selected based on the type of industry: 25 companies I 
from consumer product, 64 companies from industrial product, 44 from construction and 
properties, 39 from trading and services, and 22 from plantations and others. 
Dependent Variable 
The dependent variable used in this study is the Islamic Unit Trusts shareholdings. For 
the purpose of this study, we define the IUTs shareholdings as a company, in which it 
shares, was continuously held by the IUTs for the year 2001 to 2002. It is measured as 
the number of the IUTs that hold shares in each company for that particular period of 
time. We follow the definition given by Graves and Waddock (1994) on institutional 
shareholdings. The two years holding period is used to ensure that shareholding of 
Islamic Unit trusts in respective company is based on long-term investment objectives. 
The IUT shareholdings data are taken from the semi-annual and annual report of 16 
Islamic funds for the year ended 2001 and 2002. This gives a total of 64 IUTs reports to 
be examined. 
Explanatory variables 
Our explanatory variables are the levels of corporate social disclosures and the specific 
social report that a company prepares for its stakeholders. The data were obtained solely 
from the annual reports of the companies for the year 2001. 
Level of Corporate Social Disclosure 
For this study, the level of CSD is based on three main corporate social activities namely 
employee welfare, community involvement, and environmental concerns. This approach 
is based on the findings fiom a prior study conducted by Zabid and Saadiatul (2002). 
Based on these categories of CSD, we develop a CSD index to measure the level of 
corporate social disclosures as suggested by Graves and Waddock (1994). One of the 
major advantages using such index is that we are able to identify the intensity of the 
relationship between CSD and the IUTs shareholdings as stated in our hypothesis. The 
index gives a single numerical CSD value for each company based on three categories of 
CSD mentioned above. However, unlike Graves and Waddock (1994) which rate the CSP 
index ranging fiom +2 representing a major strength and - 2 representing a major 
weaknesses, our CSD index uses only four step-scale ranging from " very good " to I' 
very bad " disclosure. 
If a company discloses all the three activities of CSD, it will be assigned number 4, which 
indicates very good disclosure. If a company discloses any two of the three social 
activities, we assign number 3, which indicate good disclosure. But if a company 
discloses any one of the three social activities, we assign number 2, which indicate fairly 
good disclosure. Finally, if a company does not disclose any categories of CSD, it will be 
assigned number 1, which means very bad disclosure. In measuring the disclosure index, 
all the social activities are given an equal weight of importance. 
Specific Social Report 
This variable is measured using a dummy variable in which a company that discloses 
social activities in a specific social report will be assigned number '1' whereas a 
company that discloses social activities in other reports such as chairman's report or 
notes to the account will be assigned number '0'. 
Control Variables 
Since our primary focus is to identify the unique contribution of CSD to the KJT 
investment decision, we therefore control profitability, size, and debt level. These 
variables have been proven by several studies to have significant influence on 
institutional ownership. We adapt the measure used by Grave and Waddock (1994), in 
which profitability is measured by return on equity (ROE), size is measured by total 
assets, and debt level is measured as a ratio of total debt to total assets. The data for the 
above variables were obtained from the annual reports of companies for the year 200 1. 
The Model and Analysis 
This study employs descriptive, univariate, and multivariate analyses to achieve its 
objectives. The descriptive analysis is employed to explain the actual practice of CSD 
while the univariate and multivariate analyses are employed to address our hypotheses. 
To answer the hypothesis on the differences of the CSD between companies invested and 
neglected by the IUTs, we use the independent sample of t-test; 
t = [Xinv- Xninv- (PI-y2)] ISd 
where; 
Xinv =mean score of companies invested by Islamic unit trust 
Xninv = mean score of companies neglected by Islamic unit trust 
(pl-p2)= the difference of the two sub-population mean, and 
Sd = standard deviation for the diffmnce in means of ( Xinw Xninv ) 
To answer the hypothesis on the relationship between the CSD and the IUTs 
shareholdings, we employ the multiple regression analysis using the following model; 
IUTIt = a + biDISCLOSE t-1 + b2 REPORT t-1 + b3 PROFIT t-1 + b4 SIZE t-1 
+ b5 DEBT t-i + A 
Where; 
IUTIt = the number of the Islamic unit trusts holding shares in a 
particular company continuously for the year 2001 and 2002 
(maximum is 1 6 IUTs ) 
6 = Constant 
DISCLOSE t-1 = Corporate social disclosure of a particular company for 
the year 2001 (number of corporate social activities 
disclosed) 
REPORTt-I= Corporate social report of a particular company for the year 
200 1 ( ' 1 ' IF company has a specific social report, otherwise 
'0' ) 
PROFIT t-I= Profit of company for the year 2001. It is measured by 
return on equity (net profit/ shareholder fund) 
SIZE t-I= Size of company for the year 2001( log of total assets) 
DEBT t-I= Level of debt for the year 2001 ( % total debt/total 
assets) 
Results 
The Practice of Corporate Social Disclosure 
Table 2 shows the descriptive statistics of corporate profile and level of CSD of Shari'ah 
approved companies in Malaysia. From 194 companies in the sample, only 102 
companies (52.6 percent) disclose their social activities in annual report in which 68 
companies disclose only one social activity, 12 companies disclose two social activities, 
and 22 companies disclose all the three social activities. Among the disclosing 
companies, according to industry, the plantation and other industries appear to be the 
highest industry sector that discloses social activities (77.27 percent) while consumer 
product is the lowest (40 percent). 
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environmental concerns, and 99 companies involve in employee welfare. They disclose 
social activities through three main reports, namely social responsibility report, 
management's reports (chairman's statement and CEO statement), and other reports ( 
such as financial reports and notes to the account). Out of 102 disclosing companies, only 
26 companies (25.3 percent) disclose their social activities in a specific corporate social 
report while the rest of the companies report either in the management reports or other 
reports. The findings also indicate that the majority of the companies disclose their 
community and environmental activities in the specific social report. For the employee 
welfare, the majority of the companies disclose it in the management reports. 
Table 3: Types of and reports of social activities 
In providing a more meaningful discussion, it is essential to compare between current 
Gq 
findings on the actual practice of CSD and the most recent study on the perception of the 
practice of CSD in Malaysia conducted by Zabid and Saadiatul (2002). The current study 
,' 
L'A uses annual reports for the year 2001 while Zabid and Saadiatul use the questionnaire for 
6' 
the similar year to examine the perception of the CSD practice. In addition, the sample 
size for both studies is also quite similar in number. This provides us the opportunity to 
identifl the gap between the perception and the actual practice of CSD in Malaysia. The 
detail comparisons are shown in the Table 4. 
Table 4: comparison between the actual practice and the perception of the CSD 
( Disclosure Actual 
Current study 
N= 194 
Any aspects of social activities 
From Table 4, the findings of current study show that the 'any aspects of social activities' 
and 'employee welfare' disclosure categories are quite similar with the findings of Zabid 
and Saadiatul(2002). However, the findings reveal there is significant difference between 
the actual practice and the perception for the community commitment and environmental 
concerns. This indicates that in the actual practice of CSD, Malaysian companies are still 
practicing a lower degree of CSD than those perceived by the executives for both social 
activities. 
Perception 










Descriptive statistic in Table 5 shows the relationship between the level of social 
activities disclosed and the number of Islamic unit trusts holding shares in a particular 
company. Out of the 194 companies in the sample, only 96 companies (49.5 percent) are 
invested by the Islamic unit trusts. They are 27 companies without any social activities, 
39 companies with one social activity, 9 companies with two social activities, and 21 
companies with all the three social activities disclosed. The findings also show that the 















of the Islamic unit trusts investing in a particular company is paralleled to the number or 
the level of social activities disclosed by the companies. This is supported by the mean of 
the number of Islamic unit trusts shareholdings as compared to the level of social 
activities disclosed. The means for companies with none, one, two, and all the three 
social activities disclosed are 0.60, 1.51,2.83, and 5.18 respectively. 
Table 5: Corporate Social Disclosure and Islamic Unit Trust (IUT) Shareholdings 
I No.of companies I Number of the Islamic unit trust I 
1 Number % I 
No.of social 
activities disclosed 
Table 6 shows the result of the t-test to examine the differences in the mean of 
explanatory variables and control variables between companies invested and not invested 








return on equity are significantly different at 1 percent as shown by the p value. For the 
invested by the 
IUTs 






p value of 0.000. This finding is supported by the descriptive statistic (Table 5) in which 
it reveals that 71.8 percent of the companies invested by IUTs disclose their social 
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( 96) 
activities g o u t  of 96 companies). Furthermore, for the companies that disclose all the 
three types of social activities, 95.45 percent (21 out of 22) of them are invested by the 

















screening process in deciding which companies are suitable for their investment's 
portfolio, thus, strongly support our hypothesis (Hl). 
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results of the regression analysis are consistent with the descriptive and univariate 
-4.959 





strongly both our hypothesis on such relationship (H2 and H3). 
0.002* 
0.452 
0.00 1 * 
For the control variables, the regression result shows that the variables of size and debt to 
equity are in the expected direction and has significant relationship with the IUTs 
shareholdings. However, the result for the relationship between return on equity and IUTs 
shareholdings is not statistically significant. 
Table 7 : Regression Result of the relationshp between CSD and IUT shareholdings. 
variables I Expected 1 Coefficients I t- value I p-value I 
sign 
constant 
No. of social activities disclosed 
Social report 
Debtlequity 
Return on equity 
** Significant level at 5 percent - - F value - 26.177 









The findings of the descriptive analysis (Table 5), univariate analysis (Table 6), and 
multivariate analysis (Table 7) consistently indicate that the level of CSD has a 
significant relationship with the number of IUTs shareholdings. Based on these findings, 




+ 0.339 5.368 1 O.OOO*** 1 
*** Significant level at 1 percent Model summary - R square adjusted 0.395 
From the theoretical perspective, the findings may potentially provide initial empirical 
justification to the argument of the Islamic Economic Theory on the differences between 
'Islamic economic man' and 'conventional economic man' in the contexts of investment 
decision. According to Islamic teachings, the ultimate objective of Muslim life is to 
achieve falah (success) in this world and hereafter by maximizing Islamic values in their 
decision making whether in economic, political, or social activities ( Mannan 1989 and 














to allocate their resources for the benefit of the public rather than just pursuing their self- 
interest (Chowdhury, 1999). In other words, Muslims have to choose those companies 
which practice higher Islamic values. 
As the social justice is one of the most important principle in the Islamic economic 
theory, Muslims are required to give priority to activities that can improve social well 
being. In the context of the Islamic equity investment, Muslims could achieve this 
objective by investing more in companies which practice a higher level of social 
activities. According to the Islamic teachings, Muslims will be rewarded (pahala) if they 
allocate their assets either directly or indirectly for the benefit of the public. Moreover, 
Islam views that a company that involves heavily in social activities is actually practicing 
the 'true' function of a corporation, i.e. to maximize social well being rather than just 
maximizing profit (Safi, 1993). Thus the findings imply that the IUTs investment 
decision is in line with the Islamic teachings in conducting their investment activities by 
investing more in companies that perform a higher level of social activities. 
Another interesting result of this study in relation to Islamic economic theory is on the 
issue of how the IUTs manage risks in their investment activities. Conceptually, Islam 
discourages Muslims to participate in highly risky activities (Usmani, 1999). In the 
Islamic equity investment, particularly, most of the contemporary Islamic scholars and 
Shari'ah experts view that Muslims are discouraged to invest in highly risky companies. 
Shari'ah Advisory Committee of some reputable Islamic funds such as Dow Jones 
Islamic Fund and Financial Times Islamic Fund use debt to equity to measure whether a 
particular company is highly risky or otherwise. They forbid their h d s  to be invested in 
companies that have debt to equity ratio of more than 33 percent (Usmani, 1999). One of 
their interesting argument is that we are living in the world of uncertainty, thus as human 
being, we are unable to predict accurately the corporate events that will happen in future, 
especially in the turbulent economic environment. Highly leverage companies normally 
face financial problems during the economic turmoil. The collapse of the Enron and other 
large companies provides a supportive evidence to this argument. 
In the context of Malaysian companies, the finding of this study shows that KTTs take 
into consideration of the risk factor in their investment decision. For example, the 
regression analysis shows that there is a negatively significant relationship between 
leverage and IUTs shareholdings. However the significance level decreases to ten percent 
instead of one percent in the univariate analysis. One of the possible reasons that could 
explain the lower significance level of such a relationship is due to the nature of the high 
leverage level among Malaysian companies. However, Table 6 shows that the the mean 
of the debt to equity between companies invested and those not invested by the rUTs are 
0.721 and 1.28 respectively. This means that the IUTs attempt to avoid the capital risk by 
investing in lower leverage firms. 
The result also shows that there is a negative relationship (but not statistically significant) 
between financial performance (as measured by ROE) and the number of rUTs 's 
shareholdings. Although this result reveals a negative direction, overall, the IUTs still 
invest in companies with fair financial performance. As shown in the t-test, the mean of 
the ROE of the invested companies is still higher than those that are not invested by the 
IUT (refer to Table 6). From the Islamic Economic Theory point of view, Muslims are 
encouraged to invest in profitable companies but it should not be given a priority when 
making investment decision (Noughton and Noughton, 2000). 
From the practical perspective, the result shows that there is a significant positive 
relationship between the number of social activities disclosed and specific social 
reporting media used, and the IUTs shareholdings. This would provide a signal to the 
managers of Malaysian companies to take into consideration of promoting social 
activities and disclosing such activities if they want their companies to be attractive to 
this potential capital provider (KTTs). Moreover, we would like to suggest that if 
companies do involve in social activities, they should disclose such activities in the 
annual report, either by preparing a special statement explaining such activities or by 
incorporating it in the relevant section(s) such as in the Chairman's Statement, Review of 
Operations, etc. This will help investors to identify the corporate social performance of a 
particular company before making a wise investment decision. 
Conclusion 
Corporate social responsibility has been given due appreciation by all communities. CSD 
seems to be the most effective mechanism for companies to discharge their responsibility 
to the society. In addition, it also serve as an effective marketing tool for companies to 
attract investors to invest in their companies. This study has proven that the Islamic Unit 
Trusts place great attention on corporate social activities in making their investment 
decision. The impressive growth in the Islamic fund industry in Malaysia and other 
Islamic countries will give a significant impact to the development of capital market in 
the fiture. 
This study might be considered as catalyst in relating the corporate social responsibility 
with equity investment decision using the Islamic framework. However, the findings of 
this study are limited to a particular period of time. In addition it focuses only to one 
group of Islamic investors. Thus, further empirical studies could be conducted to justifj 
these preliminary findings. One possible research is to extend the sample to other Islamic 
institutions such as Lembaga Tabung ~ a j i '  and Baitulmal as well as individual Muslim 
investors at another period of time. Another possible area for extension of this research is 
to examine the relationship between Muslims controlled companies and the extent of 
corporate social disclosure. 
As concluding remark, in general, the findings indicate that the IUts have performed 
positive behaviour towards corporate social responsibility in their investment decision. 
This type of behaviour is in line with the Islamic teachings that Muslims should focus on 
the prosperity and harmonization of the society rather than pursuing their self interest as a 
way of life. 
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** Correlation is significant at the 0.01 level (1-tailed). 
* Correlation is significant at the 0.05 level (I-tailed). 
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